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The cover story... 


4 WHEEL DRIVE POWER FOR THE FARMS OF NORTH AMERICA 


On the front cover of this report is a picture of the only agricultural tractor assembly line 
in Canada. In the year ended in August 1968, a total of 983 Versatile tractors were manu- 
factured and shipped to the company’s various dealers in Canada and the United States, 
530 were shipped to Canadian dealers and 453 to U.S. dealers. In 1968, tractors accounted 
for 37% of the sales volume and it is expected that this percentage will continue to increase 
in the next few years. After three years of development, the Versatile 4-wheel drive tractor 
has now proven its dependability and reliability. 


1. The start of the Versatile tractor as- 
sembly line—Rims and tires are bolted to 
the axle. The axle is designed and manu- 
factured in the company plant. 


2. The transmission case is lowered into 
the rear section of the tractor. This trans- 
mission is an exclusive design of Versatile 
and is assembled in the company plant. 


3. ACummins diesel V-8 engine is added 
on the assembly line. This powerful engine 
has approximately 145 draw bar horse- 
power. The Versatile 4 wheel drive tractor 
is also manufactured with a V-6 Cummins 
diesel with 118 draw bar horsepower and 
a V-8 Ford gas engine with 125 draw bar 
horsepower. 


4. A view of the final inspection and 
testing area. —At the present time, 8 
tractors are completed and tested daily. 
A tractor is not allowed out the shipping 
door unless it passes the company’s rigid 
testing requirements. 


5. Two Versatile 4-wheel drive tractors 
loaded and ready to move out of the plant 
to one of the many dealers authorized to 
sell Versatile farm implements. All tractors 
are shipped on a low bed transport truck 
similar to the one shown in this picture. 
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FINANCIAL. 


FOR YEAR ENDED AUGUST 31 
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Dividends Per Share 
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and Equipment. . 


Increase in Working Capital . 


1968 1967 
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DIRECTORS’ REPORT TO THE SHAREHOLDERS 


FOR YEAR ENDED AUGUST 31, 1968 


Your Directors are pleased to present their fifth annual report on the operations, financial results and conditions 
of your company for the year ended August 31, 1968. 


The results for the year show that although sales have been maintained at approximately the same level as last 
year, the earnings per share have declined from $1.01 a share to 57¢ a share. A five year comparative summary 
is included in this report under the heading ‘‘Financial Highlights.’’ This summary shows that sales of farm 
implements and parts increase slightly to $22,757,000 and net income decreased by 43% to $1,600,000. The 
current net income is after providing $58,000 for deferred income taxes applicable to future years. Your company 
has established a policy of providing for deferred income taxes which represents the estimated tax reduction 
resulting from expenses claimed for tax purposes exceeding those recorded in the company accounts. 


In the past fiscal year, two semi-annual dividends of 12 cents a share were paid to shareholders. On November 
15, 1968 your Directors authorized a further payment of 12 cents a share payable December 15, 1968 to share- 
holders of record on December 1, 1968. 


The past year has been a very difficult one for your company. We believe the major adverse factors that influenced 

the sales of farm implements in the Canadian west this year include (a) slow movement and marketing of grain, 
(b) high interest costs to the farmer and (c) adverse weather conditions during the harvest period. There was 

\/ also a surplus of some types of farm implements in dealers hands that a number of manufacturers had to dispose 
of at sacrifice prices. 


ee 


Part of the decline in this year’s earnings of your company is represented by an increase in interest costs of 
——_ approximately 10 cents a share. Also, sales were decreased by a write down in dealer inventories which reduced 
per share earnings by approximately 8 cents. The balance of the decline is mainly as a result of temporary lower 
gross margins caused in part by higher development costs and in part by economic conditions outlined above. 


Your Directors believe that the outlook for 1969 is reasonably good. Although it is still early to make an accurate 
assessment of the 1968 crop, it is expected that most of it will be harvested. The crop will be far from a record 
although it will be above average in quantity. The grade will be lower but this will make it more marketable for 
exporting. The Government's present efforts to establish a National Grains Council are encouraging and the new 
Farm Credit Act should provide help to many farmers. 


__Sales to the United States in 1968, amounted to $9,399,000 or 41.3 percent of the total volume and the remainder 
of the sales were shipped to Western Canada. This compares with United States sales of $6,576,000 or 29.2 


percent in 1967. We believe this percentage will increase in 1969. ——— 


Investment in plant and equipment in the year amounted to $491,000. The plant addition of 53,000 square feet 
in progress at the end of the last year, was completed in January, 1968 at an additional cost of $309,443. The 
balance of this investment in 1968 was mainly for equipment for use in the manufacture of 4-wheel drive tractors. 


In January 1968, your company obtained a five year term loan of $6,000,000 from the Bank of Montreal. This 
loan has an interest rate of 72 percent per annum and is repayable in annual instalments of $1,200,000. The 
company has issued a serial debenture as interim security for the loan pending issue of a First Mortgage Bond. 
Your Directors recommended this term loan to assist in the financing of larger inventories and accounts receiv- 
able for the manufacture of tractors. 


HEAD OFFICE — WINNIPEG 


The United States parts warehouse operated by Versatile Parts Inc. located in Fargo, North Dakota had an in- 
crease in sales volume last year. Sales of parts shipped to United States dealers from this location, amounted 


to $468,000 compared to $405,000 for the previous year. 


A list of farm implements manufactured and sold over the past four fiscal years is shown below. 
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Your company and other manufacturers had a difficult year in marketing combines. There was a surplus of these 
machines at the end of last year. The introduction of 1968 models did not improve this condition with the result 
that there is still a sizable inventory of these machines in dealer hands at the end of this year. The company will 
be making cut backs in the production of this machine in 1969. The expected reduction in sales of combines in 
1969 should be more than offset with increased sales of tractors, the new Versatile cultivator and the new Versatile 
self-propelled swather. Details of these new machines are shown and described in detail on the last two pages 


of this report. 


All shareholders were sent a letter on November 15, 1968 outlining some of the new products that have been 
developed or are in the stage of development for 1969 and 1970. These are listed again below. 


WIDE LEVEL DISC 
A proto-type of the wide level disc has been tested and will be in production and in sales in 1969. 


LARGE CAPACITY COMBINE 

The large capacity combine has some unique features that will give the company a large percentage of the market 
available for this machine. Present plans call for a small production of this machine in 1969 and a larger produc- 
tion in 1970. 


CORN COMBINE 
The company is now developing a new corn combine with hydrostatic drive that will be in production in 1970. 
There is a good market for this machine in the corn belt areas in the midwest United States. 


SMALL TRACTOR 
A smaller 4-wheel drive tractor is in the final stages of design and will be available for testing soon and for 
production in 1970. 


Raw material supplies are available in ample quantities although some minor delays in delivering were encoun- 
tered last year because of suppliers’ strikes. Employee relations continue to be favourable. A new one-year 
agreement with the employees union was signed effective October 1, 1968. The new contract allows for a wage 
increase of 10 cents an hour on that date. 


We gratefully acknowledge the co-operation of our employees, the loyalty of our dealers and the confidence of 
our shareholders. 


ON BEHALF OF THE BOARD, 


if [y o——~ 


PETER PAKOSH, | R. E. ROBINSON, 
Chairman. | President. 
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1968 1967 
Net SaL bor meres ee Gees lok RLM caiarls eS 122,100,620) pice Ooo Le 
DEDUCT: 

CosizotsooodseSol diese a ua ae Re CLR Prey ny pais. 17,585,991 15,638,167 

Selling and administrative expenses . . .... . 1,005,659 872,124 

Interest and bank charges . 959,478 ST S697, 

19,551,128 16,888,988 
INCOMESEROMIORERATIONS jmiicjous 200. GM niin 3,205,700 5,616,991 
ADD: 

Interest and other income . rin 593;191 573,936 
INCOME BEFORE INCOME TAXES . 3,298,891 5690927 
PROVISION FOR INCOME TAXES — Note 4. _ 1,699,249 2,881,756 
NET INCOME FOR THE YEAR 1,599,642 2,809,171 
RETAINED EARNINGS AT BEGINNING OF YEAR. . . . . 8,601,484 == 6,346,743 

10,201,126 -  Spillais ela! 

Dividends paid 24¢ ashare(1967—20¢) .. . . .. . 671,430 554,430 

RETAINED EARNINGS ATEND OF YEAR. . . . . . . $ 9,529,696 $ 8,601,484 


SUPPLEMENTARY INFORMATION: (Comparative figures for 1967 in brackets) 
Depreciation and amortization of patents included in cost of goods sold amounted to 
$207,989 ($177,873) and in selling and administrative expenses of $30,576 ($27,210). 
Included also in selling and administrative expenses were directors’ fees, remuneration 
and pension benefits paid to directors amounting to $103,650 ($103,400). Interest and 
bank charges includes interest of $300,000 (Nil) on long-term debt. Interest and other 
income includes mortgage interest earned of $4,831 ($5,132). 


AND. ITS WHOLLY-OWNED SUBSIDIARY VERSATILE PARTS INC. 


CURRENT ASSETS: 1968 1967 


Accouintsireceivablewcuesa) miata on ne ES EO NOG OMOS $ 12,987,933 


Inventory of raw materials, goods in process and finished 


goods, valued at lower of cost or net realizable value. 8,212,067 6,054,290 
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WRC OUIIRAMEESSAS 4 bh 6 g s 5 » @ 6 o 6 24,153,959 19,112,619 
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J Ne Net property, plantand equipment —Notel . . 2,751,289 2,547,622 
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The accompanying notes are an integral part of the financial statements. 
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CURRENT LIABILITIES: 1968 1967 


eval ACWAINCES = INOW Z boo is 6 6 oe ee Sle a BS 7 IOROS $ 9,898,457 
Accounts payable and accrued liabilities. . . . . . 2,907,188 1,185,899 
Current portion of longterm debt—Note3.... . 1,200,000 a 
IMCOMEntAKESe tells’ Ee ee ae te aes eee od) vs —— 1,486,739 
VOm CuldcemeliialonllitiGS oo s ¢ 5 «© 6 6 « o 11,917,993 142,571,095 
EOUNIG) VEIRIN DIB ANOS) 6 wm - So oo ee ot os 8 4,800,000 eS 
DEFERRED INCOME TAXES—Note4. ...... . . 448,000 390,000 


CAPITAL STOCK — Note 5 
Authorized: 
2,000,000 common shares without par value 
4,000,000 Class A common shares without par value 
Issued and fully paid: 


931,400 (1967— 924,400) common shares. . 103,162 77,628 

1,872,800 (1967—1,848, Saal Class A 
common shares. . . eae eae eee 315,074 INe\e). 2are} 
RENAINEDREARNINGStpag mace s-4 a1 shan emn yin tn! waves 1) 9,929,696 silat 18,601,484 
Total shareholders’ equity . ..... . 9,947,932 __ 8,834,370 
TOPAL se eer OE ae $27,913,925) 99 721,795,465 


APPROVED BY THE BOARD: 
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(Peter Pakosh) Director | ¥ (Roy E. Robinson) Director 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


The major categories of property, plant and equipment and related accumulated depreciation 
at August 31, 1968, were as follows: 


Property, 

Plant and Accumulated 

Equipment Depreciation Rates 
SiiMehvsS 4 Bo 4 6 & o 6 6 6 6 6 wie o  SILCEO NC $231,186 Qn - 5% 
Machinenyvancrequipment eases: liennenenE EELS O4 5271 489,780 10% 
Automotive-equipmenty = si] ie i...) ie Oo ore 8655223) 30% 

3,417,168 786,189 
Land), “2c gay ember 8 leis, tes ok nen 120,310 a 


$3,537,478 $786,189 


The company’s practice is to provide for depreciation of building and machinery and equip- 
ment under the straight-line method and automotive equipment under the diminishing 
balance method at the rates shown above. 


Bank advances are net of amounts on deposit and include banker’s acceptances totalling 
$1,000,000 and demand notes totalling $7,070,000, secured by the pledging of accounts 
receivable and inventories. 


On January 2, 1968, the company obtained a 712% $6,000,000 term loan from the Bank 
of Montreal, repayable in five instalments of $1,200,000 each on December 31, 1968 to 
1972. As a further consideration for the loan, 10,000 Class A common shares were issued to 
the bank from treasury stock. The company ascribed a value to these shares of $108,750, 
the quoted market value on January 2, 1968, and this amount was credited to share capital 
and charged to financing costs to be amortized over the term of the loan. 

The company has issued a 744% serial debenture as interim security for the loan, pending 
issue of a 712% First Mortgage Bond, both of which have or will have as their primary security 
a first, fixed and specific charge on all real and immovable property and a first floating charge 
on all other assets. 

Conditions to this loan include an undertaking by the company to maintain working capital 
of $10,000,000 and not to make certain specified payments to shareholders, including divi- 
dends, in an aggregate amount in any year exceeding 60% of its consolidated net income for 
the year. 


The company claims for tax purposes capital cost allowance in excess of depreciation recorded 
in the accounts. The estimated tax reduction of $448,000 ($58,000 during the current year) 
derived primarily from this extra allowance, is not reflected in income but, instead, is credited 
to the deferred income taxes account (shown separately in the balance sheet). This credit 
will be brought into income in future years when the expenses available for tax purposes are 
less than the amounts recorded in the accounts. 


By Supplementary Letters Patent dated August 7, 1967, the authorized share capital of 
2,000,000 common shares of no par value was subdivided into 2,000,000 common shares of 
no par value and 4,000,000 Class A common shares of no par value. 

On August 31, 1968, 931,400 common shares and 1,872,800 Class A common shares were 
outstanding. During the fiscal year, the following shares were issued to employees who exer- 
cised stock options: 


7,000 common shares for a cash consideration of $25,534 
14,000 Class A common shares for a cash consideration of $51,066 


In addition to the above 10,000 Class A common shares were Issued to the Bank of Montreal 
(see Note 3). 

Stock options exercisable in annual instalments by employees, outstanding at August 31, 
1968, were as follows: 


(1) 2,400 common shares and 4,800 Class A common shares at a price of $9 for one 
common share and two Class A shares, expiring September 15, 1971. 


(2) 1,200 common shares and 2,400 Class Acommon shares at a price of $17 for one 
common share and two Class A shares, expiring March 12, 1972. 


The wholesale financing plan provides for the company to repurchase equipment if dealers 
do not discharge their obligation to the finance company. As at August 31, 1968, the com- 
pany’s maximum possible re-purchase commitment amounted to approximately $1,500,000. 


The accounts of the company and its wholly-owned subsidiary recorded in other than Cana- 
dian currency, have been converted to Canadian currency at the rate of exchange prevailing 
at August 31, 1968. 
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CONSOLIDATED STATEMENT OF SOURCE AND USE OF FUNDS 


FOR THE YEAR ENDED AUGUST 31, 1968 


Net income for the year . 
Depreciation and amortization of patents . 
Amortization of financing costs 
Deferred income taxes 
Total funds from operations 
Long term debt net of current portion 
Net book value of equipment disposals . 
Reduction of mortgage receivable 
Capital stock issued for cash 


Total source of funds . 


Additions to plant and equipment 
Dividends paid 
Total use of funds . 
INCREASE IN WORKING CAPITAL FOR THE YEAR 
WORKING CAPITAL AT BEGINNING OF YEAR 
WORKING CAPITAL AT END OF YEAR . 


$ 1,599,642 $ 2,809,171 
238,565 205,083 
24,167 som 
58,000 82,000 

1,920,374 3,096,254 
4,800,000 — 
54,661 66,325 
5,248 4,947 
76,600 22,400 
6,856,883 3,189,926 
$ 491,011 $ 623,214 
$11,430 > Wessel 
1,162,441 1,177,644 
5,694,442 2,012,282 
6,541,524 4,529,242 
$ 12,235,966  $ 6,541,524 


DELOITTE, PLENDER, HASKINS & SELLS 


Offices throughout Canada and associated firms throughout the world \. Chartered Accountants 


\ 
\ 
\ 


60°: OSBORNE STREET NORTH WINNIPEG 1, CANADA 


To the Shareholders of 


Versatile Manufacturing Ltd. 


We have examined the consolidated balance sheet of Versatile 
Manufacturing Ltd. and its wholly-owned subsidiary Versatile Parts Inc. 
as at August 31, 1968 and the consolidated statements of income and 
retained earnings and source and use of funds for the year then ended. 
Our examination included a general review of the accounting procedures 
and such tests of accounting records and other supporting evidence as we 


considered necessary in the circumstances. 


In our opinion these consolidated financial statements present 
fairly the financial position of the companies as at August 31, 1968 and 
the results of their operations and the source and use of ae funds for 
the year then ended, in accordance with generally accepted accounting 


principles applied on a basis consistent with that of the preceding year. 


Ve eter yi Vespa ees 


November 18, 1968 Auditors 
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4 Wheel Drive Tractor with Ford 
V-8-391 Industrial gas engine— 
estimated 125 drawbar H.P. 


-4 Wheel Drive Tractor with V-6 
Cummins Diesel engine—esti- 
mated 118 drawbar H.P. 

-4 Wheel Drive Tractor with V-8 


Cummins Diesel engine—esti- 
mated 145 drawbar H.P. 


S.P. Combine P.T.O. Combine 


Hydrostatic Drive S.P. Swather P.T. Swather 


Weed Sprayer Grain Loader 
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ALWAYS WITH AN EYE ON TOMORROW 
Presents The Big-Tough Flex-Shank Cultivator 


THIS CULTIVATOR GOES DEEPER AND IS MUCH STRONGER 
LIFTS TO ANY DEGREE FOR EASY CLEANING AND SHOVEL ADJUSTMENT 


FEATURES: 


e Shanks made of strong spring steel 

e Shank clearance of up to 11’ 

e Mechanical depth control 

@ Crank jack to raise and lower hitch 

@ 15” wheels with easy rolling Timken sealed bearings 
e Hydraulic lift system 

e Easy change from points to shovels 


@ Fold-in wing wheels for storage and transportation 


... and the ALL NEW Hydrostatic 
Drive Self-Propelled Swather 


Here are just a few of the reasons why every farmer will 
want to own the all new Versatile Self-propelled Swather: 


e Hydrostatic drive means much greater control over 
steering and variable speeds of operation 


e Hydrostatic drive also means less moving parts and 
fewer belts resulting in lower maintenance costs. 


® Larger tires means greater traction of the machine on 
wet ground 


e Floating header means this new machine may be used 
for hay as well as for grain 


@ Choice of air cooled or water cooled engine 


